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§3103.4-2 Stripper well royalty reduc-
tions.

- {a)x1) A stripper well property 1s any
Federal lease or portion thereot seg-
regated for royalty purposes, a
communitization agreement, or a par-
ticipating area of a unit agreement, op-
erated by the same operator, that pro-
duces an average of less than 15 barrels
of vil per eligible well per weli-day for
the qualifving period.

(2) An eligible well i3 an oil well that
produces or an injection well that in-
jects and is integral to production for
any period of time during the guali-
{fying or subsequent 12-month period.

(3) An oil completion is a completion
from which the energy equivalent of
the o1l produced exceeds the energy
equivalent of the gas produced (includ-
ing the entrained liquid hydrocarhons)
or any completion producing oil and
less than 60 MCF of gas per day.

(4) An injection well is a well that in-
jects a flnid for secondary or enhanced
0il recovery, including reservoir pres-
sure maintenance operations.

(b)) Stripper oil well property rovalty
rate reduction shall be administered
according to the following reguire-
ments and procedures.

1Y An application for the benelfits
under paragraph (a) of this section for
stripper oil well properties is not re-
guired.

{2y Total oil production (regardless of
disposition) for the sabject period from
the eligible wells on the property is to-
taled and then divided by the total
number of well days or portions cof
days, both producing and injection
days. as reported on Form MMS-3160 or
MMS3-4054 for the eligible wells to de-
terrrine the property average daily
vroduction rate. For those properties
In communitization agreements and
participating areas of unit agreements
that have allocated (not actual) pro-
duction, the production rate for all eli-
gible wellls) in that specific
communitization agreement or partici-
pating area is determined and shall be
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assigned Lo that allocated property in
Lhat comrnunitization agreement or
participating area.

(3Y Procedures to be used by pperator:

{1 Qualifying determination.

{A) Calculate an average daily pro-
duction rate for the property in order
to verify thart the property qgualifies as
a stripper property.

(B) The initial qualifying period for
producing properties is the period Au-
cust 1, 1990, through July 31, 1691. For
the properties that were shut-in for 12
consecutive months or longer, the
gualifying peried is the I12-month pro-
duction period immediately prior to
the shut-in. If the property does not
gualify during the initial gqualifying pe-
riod, it may later qualify due to pro-
duction decline. In those cases, the 12-
month gualifying period will be the
first consecutive l2-month period be-
ginning after August 31, 1990, during
which the property gqualifies.

(1) Qualifying royalty rate calcula-
tion. If the property qualifies, use the
production rate rounded down to the
next whele number (e.g., 6.7 hecomes 6)
for the qualifying pericd, and apply the
following formula to detcrmine the
maximum royalty rate for oil produc-
tion from the Federal leases for the life
of the program.

Royalty Rate (%) = 0.5 + (0.8 x the aver-
age daily production rate)

The formula-caleulated royalty rate
shall apply to all oil production (except
condensate) from the property for the
first 12 months. The rate shall be effec-
tive the first day of the production
month after the Minerals Management
Service (MMS) receives notification. If
the production rate is 15 bharrels or
greater, the royalty rate will he the
rate 1n the lease terms.

({iil) Outyears royalty rate calcula-
tions.

(A) At the end of each 12-mmonth pe-
ricd, the property average daily pro-
duction rate shall he determined for
that pericd. A royvalty rate ghall then
he caleulated using the formula in
paragraph (b)(3)ii) of this section.

(B) The new calculated royalty rate
shall be compared to the gualifying pe-
riod royalty rate. The lower of the two
rates shall be uged for the current pe-
riod provided that the operator notifies
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the MMS of the new royalty rate. The
new royalty rate shall not becoms ef-
factive until the first day of the monfh
afser the MMS receives nobtification.
Notification shall be received on Form
MMS-4377 and mailed to Minerals Man-
agement Service, P.O. Box 17110, Den-
ver, ¢ 80217, If whe gperator does not
notity the MMS of the new royalty rate
within 60 davs after the end of the sub-
ject 1Z-menth period. the rovalty rate
for the property snall revert hack to
the royalty rate established as the
qualifying period royalty rate. effec-
tive at the beginning of the current 13-
maonth period.

(C) The royalty rate shall never ex-
ceed the calculated gualifying royalsy
rate for the life of this program.

(iv) Prohibition. For the qualifying
period and any subsequent 12-month
period, the productlon rate shall be the
result of routine operational and eco-
nomic factors for that period and for
that property and not ihe result ot pro-
duction manipulation for the purpose
of obtaining a lower rovalty rate. A
prodnction rate that is determined to
khave resulted from production manipu-
jation will not receive the benefit of &
royalty rate reduction.

(v) Certificasion. The applicable roy-
alty rane shall be used by the operatornr
payor when submitting the reguired
royalty reports/payments to MES., Ev
gubmitting royalty reports/payments
gsing the royalty rate reduction hene-
fits of this program, the operator cer-
tifies that the production rate for the
gualitying and subseguent 12-month pe-
riod was not subject te manipulation
for the purpose of obtaining the benelit
of o revalty rate reduction. and the
rovalty rate was caleulated in aCCOTd-
ance with the instructions and proce
dures in these regulations.

(viy Agency action. If a royvalty rate
is improperly caloulated. vhe ATMS will
caleylate the correct rate and inform
the operatorpayors. Any additicnal
rovaities due are payable immediately
upon notification. Late payment or un-
derpavment charges will he azsessed in
accordance witt 30 CFR 218.102. The

2
{9}
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BLM may terminate a royalty rate re-
duction if 1t 18 determined chat the
production rate was manipulated by
the operator for the purpose of receiv.
ing a royalty rate reduction, Termi-
nations of royalty rate reductions wili
he effective or the effective date of the
rovalty rate reduction resulting from
the manipulated produciion rate (Le,
the termination will be retroactive ng
the effective date of the improper re-
ducbion). The operatorpayor shall pay
the difference in royalty resulting from
the retroactive application of the
unmanipulated rate. Late payment or
underpaymens charges will be assessed
in accordance with 30 CFR 218102,

{4y The royalvy rate reduction provi-
gion for stripper well properties shall
Le effective as of October 1. 1892, If the
oil price, adjnsted for inflation by BLA
and MMS, using the implicit price
deflator for gross natiomal produm
with 1661 as the basa year, remains on
average above $48 per harrel, based on
West Texas Intermediate crude average
posted price for a period of 6 congecu-
tive months, the benefits of the royalty
rabe reduction ander this section may
be terminated upon 6 months’ notice
published in the FEDERAT. REGISTER.

(5} The Secretary will evaluate the
effectiveness of the stripper well roy-
alty reduction program and may at any
time after September 10, 1807, termi-
nate any or all royalty reductions
granted under this gection upon 6
months notice.

{8) The stripper well property royalty
rate reduction benefits shall upply to
all oil produced from the property.

{7) The royalty for gas production
(including liguids produced in associa-
vion with gas) for oil completions shall
be calculated separately using the
lease royalty rate.

(8} If the lease royalvy rate is lower
than the benefits provided iz this sLrip-
per oii proparty rovalty rate vedueticn
program. the lease rate prevails.

(93 The minimnum royalty provisions
of §3103.3-2 apply.

(107 Examples.
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Lrplanation, Exumple !

i Property production rate per well for
qualifving period raugust 1, 1950-July 81,
180 10 barrels of 0il per day (BOPD).

2. Using the formula, the royalty rate for
e first vear is caleulated to be 8.5 percent.
This rate 1s alse the meximum royalty rate
tor the life of the program.

8.5%=0.5+(0.8x10)

3. Production rate [or the Tirst year is B
BOPD.

4. Using the formula, the royalty rate is
caleulated at 6.9 pereent. Since 5.9 percent is
less than the first year rate of 8.5 percent, 6.8
pearcent is the applicable royalty rate for the
second vear

6.9%=0.5+(0.8x8)
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5 Production rake fur fhe second year is 12
BOFPD,

¢ Using the formula, the royalty rate s
caloulated at 1001 percent. Bince the 8.5 per-
cenl first year royuliy rate is less Lhan 10
pereent, the applivable royalby rate for dhird
vear is 8.5 perceent
10.1%6=0.5+¢0.8x12)

7. Production rate fur the third vear is 23

BOPD.
B, Sites the moductin rate of 23 BOEPD is
greater than the 15 BOPD threshold for the

43 CFR Ch. il (10-1-03 Edition)

proglrant, the vailculated rovally rate wou
e the property rovally rate. However, sipe.,
the §.5 percent first year royally rate i Lo
than the property rate, the royalty rais 1r:1
the fourth year is 8.5 pernent. ’

9. Production rate for the fourth vear js 15
BOFD. :

1. since the production is al the 15 Bopy
ihreshold, e rovalty rate would he 1p,
propert.y rovally rate. However, since the g 5
percent. fivst year royalty rate is less tha.n
the lease rate, the royally rate for the gty
veal 18 H.3 pereent.
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Erplanation, Example 2 2. Property royalty rate for the first vear
’ is the rate as stated in the lease.
I Property praduction rate of 23 BOPD per 4. Preoduction rate for Lhe first year is B
well «for the August 1 1980-Juiv 21, 18¢1, ©OPD.
qualifying periog prior to the effective date 4. Using the formula. the royalty rate is

of the program) is greater than the 15 BOPD calcuiated to be 6.9 percent for the sscond
which gualifies a property for a rovalty rate vear. This rate is also the maximum rovalty
reduction. Therefore, the property 1s not en- rate for the life of the program.

titled to a royalty rate reduction for the

- B 0/ — =

first vear of the program. 6.9%=0.5+(0.8x8)
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5. Production rate for the second year is 12
BOPD.

4. Using the formula, the royalty rate is
calculated at 10.1 percent. Since the 8.9 per-
cont second vear royalty rate iz less than
103 percent, the applicable roya.ty rate for
third year is 6.9 percent.

10.1%=0.5+0.8:12)

7 Production rake third year is 7 BOPD.

% TUsing the formuiz, the royalty rate is
calemlated at 6.1 percent. Since the 6.1 per-
cent third year royalty rate 18 less than the

43 CFR Ch. It (10-1-03 Edition)

qualifying (maximam) rate of 6.9 percent,
the royalty rate for the fourth year is 6.1
percent.

6.1%=0.5+(0.8xT)

5. Production rate for the fourth year is 15
BOPD.

10. Since the production is at the 15 BOPD
threshold, the royalty rate would ke the
lease rovalty rate. However. since the 8.3
percent second Year royalty rate 1s less than
the lease rate, the royalty rate for the fifth
year is 6.9 percent.
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APPENDIX

U TEMETRK TR T ITERIOR

STRIPPEA ROYALTY RATE REDUCTION NOTIFICATION

NOTE  Reduced Royaty Rate is nol effective until the month afer this nolification is raceived
by the Minerals Managemen Service. See 43 CFR Pan 3100 lor compiets instauctions.

DATE SUBMITYED

QPERATOR NAME: — —— —
OPERATOR NUMBER: -
FERSON TOCONTACT . - -~
AAEA TELEFHONE ERTEN
CODE NUMBER
QUALIFYING QUALIFYING CURRENT
LEASE AGREEMENT CA CURRENT ROYALTY ROYALTY EFFECTIVE
NUMBER{S) NUMBER \1 PERIQD 2 RATE RATE 3 DATES

NOTE: THIS NOTIFICATION MUST BE SUBMITTED TO MMS AND ALL PAYORS ON THE LEASES.
1 Inciyom agresmant purmber far any lease locahid i an sgreement. Al idises 1 e sgresmmnt must b Hated saparataly.

2 vl qualitying pariod August 1, 1990, through July 31, 1§91, ot cument pencd, K ihe property dods nat intialy quaify,
subsequan| quaying penod weukd be the lalest 12.month periodt beiore the property quaiiies (s, a 12-month roling

a.atagal,

2 Cument pariod reyaty rate must be compansd 10 quaitying period royafty rate 3nd the iowe: of the teo rales weill be the
RNy TR 1T e SUAAGUE RAr, Wi RCication W reckhad by MMS.

FFW S OT g

f3f PR 33662, July 92, 199%; 48 B'R 39225, Aug. 30. 1683, as amended at 49 FR 30448, July 30, 1984
33 FR 17354, May 16. 1988: 57 FR 35973, Aug. 11, 1892 Redesignated at 61 FR 4750, Feb. 8, 19963
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